INTERNAL REVENUE SERVICE
TE/GE Division
Director, Exempt Organizations

DZPARTMENT OF THE TREASURY
1100 Cormmerce Street _
Dallas, Texas 75242-0000

COPY

Imployer Identirication Number :

Pate: Ayy 0§ 2006

Person to Contact:

Contact Teluwphone Number:

llll

In Reply, Re ‘ '
We have considorag YOur appliicat ion tos reCognition ¢ ¢ w oLy, Do
Federal income tayx unde:r section ALY () ot the "Rl b e

Covdde

You wore incorporared on N L e
Your Articles of Incorporat ion indicate that You were formed as the
sSucdessor 1o oan unincorperated association. Your PUrposces are to:

* dJdevelop and cultivate an interest in aquatic and Kindred

o ohromove social intercourse among the members;

¢ afquire such rights and property, real and person.a.,
launches, canipment and other Paraphernalia as shal:
HeORSsary ror o irs use as a boat club,

¢ do all and cverything within the scope and purview ot a fally
equipped moadern beat elub .

T tsy

and such boat s '
be titting and

You have 'wo ~lasses o members.,  (lass “a~ membars gre

and presently Py AN In1tlation fee of § upon joining, ‘I. por
year annual duoss and @ Per 1onr for winter boat storaqge.  Class “R”
memhers pay no initiatien ‘¢e.  However, their dues are S.pe'-x
and J@ per foot for winte. Loat storage,

stockholders

year

Your activities inc!ude weekly boat safety classey for members.,  Thaoe
CLASSes are comducted by the .S, Coast Guard. Ycu also conduct e
rafving exercises o4 weerend boating cruises for your membey s,

YOU ma'nrain 1 =lubh hagae Alid marina for the use Of .yGur memning s,
Youoindicate that oricy vo wilyp, YOU operated a restaurant and
sQuRtal! lounae facility as part of your club nousc. However, at that
time, the Boird of Directors voted to lease out the property hecause

1

PLowast't econemicaliy viable for YOUu to operate the faciiities.
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Beginning » you leased a portion of your facilities
to . for the operation of a restaursnt and

cocktail lounge facility open "o members aad the general public,

The rents received under th.is arrangement constituted a substantial
portion of your revenues:

Rental Total
Year Income Revenues
. G b
o %
oy i
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Secstron S0y () of the Code provides for exemption trom Fedeiol
tncome tax ol clubs organized and operaiad exclusively tor pleasure,
recrearion, and other nen-profitable purpeses, 1f no part ot their net

earnings inures to tle benefit of any private shareholder.

W R TR

Section 1501 () (7)~1(a of the Income Taxk Regulati.ns rov. ton that
In general this exemption extends to social and recreation ciubs that

T T S e

k are supported solely by membership fees, dues, and assessments.
v ,
g Section 1.501(c) (7)=1(b) of the regulations provides that a club which

engages in business, such as making its social and recreat.ional
facilities available to the general public or by selling real estate,
timber, or other products, is not organized and operated exclusively
ter pleasure, recreation, and other non-profitable purposes.

In Revenue Ruling 69-220, 1969-1 C.B. 154, a social club that received
a substantial portion of its inzume from the rental of property and
dsed the income te defray operating expenses and to improve and expand
its tacilities was denied exemption under sectrion H01 (¢, (7)) of the
Code, :

You ave like the organization described in Revenue Ruling 69-220
because you receive a substantial amount of your revenues from the
rental of property and use the income from these activities to improve
ana expand your facilities and services to members.

5l ot

The guidelines set forth in Revenue Procedure 71-17, 16711 C.B. nd)}
indicate that no more than 5% of an organization's tsus! qrocs
receipts may come {rom nonmember sources. Public Law 94-%G8 enactod
Qctober 20, 1976 raised this limit to 15%.

tt

You agree that the rental income causes you to exceed Lhe 15% gross
rwceipt test. However, it Is your positicn that regardless of whether
the property was operated by you or leased the net result remains the
sime, which is -o foster safe boating and maintain the integrity of

.

o Y .terfront from erosion.

1sed on the information presented, we have concluded that you don’rt
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3 reet the requirements for exemption as a social club described in
&. se~tion 501 (c) (7) of the Code.
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Accordingly, it is held that You are not entitled to exemption trom.
Federal income tax as an organization described in section 501 () (7)
of the Internal Revenue Code, and you are required to file Federal
Income Tax Returns using Form 1120,

[t you do not agree with these conclusions, you may, within 30 days
Lram the date of this letter, tile in duplicate a brief of the factrs,
law and argument that clearly sets forth your position. If you desjire
an oral discussion of the issue, please indicate this in  sur protese,
The enclosed Publication 892 gives instructions for filing a protose,
It you do not file a protest with this office: within 30 days of the
date of this report or letter, this Proposed determination will bocome
final,

Lt you aaree with these conclusions or do not wish to file a writ'-n
prote:rt, please sian and return the enclosed Form 6018,

LE you have any questions, please contact the perscn whose name anc
telephone number are shown at the beginning of this lettor.

Sincerely,

)&;:N_,,_ T baieter

Steven T. Miller
Director, Exempt Organizations

Enclosu s
Publication 892
Form 6018




